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S-E-C-R~E-T
CENTRAL INTELLIGENCE AGENCY
2 October 1967

MEMORANDUM

SUBJECT: Soviet Capabilities and the Requirements of Middle
Eagt States for External Assistance

l. We consider that our recent estimates concerning Soviet
policy and activities in the Middle East remain valid.* We believe
that the USSR will continue to adept its commitment of resources
to the circumstances that present themselves. It will be cautious
and pragmatic, avolding useless expenditure, but ready to exploit
any promising opportunities. As and when we perceive the emer-
gence of such opportunities, we will cell attention to them in

forthcoming NIEs already scheduled.

2. The Boviets could, if they thought it profitable, devote

messive resources to the Middle Fest. 1In practice, Soviet

SNIE 11-6-67, "Soviet Strategy and Intentions in the Mediterranean
Basin,” dated 1 June 1967; SNIE 11-13-67, "Probable Soviet
Objectives in Rearming Arad States,” dated 20 July 1967; and

NIE 11-7-67, "Soviet Foreign Policy," dated 28 September 1967.
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extensions of economic eid to countries of the area have averaged
sbout $200 million ennually since the mid-1950's; drawings have
averaged about $50 million ennually. Both extensions and drawvings
heve been well ebove these averages in the past few years. The
Soviets have also been lenient about debt repayment for herd-
pressed countries such as the UAR., However, Moscow's reluctence
+t0o increase its own levels of aid 1s suggested by the efforts 1t
hes mede in the past few months to0 persusde East European countries
to increase thelr assistance in the reglon. It has also been
clearly unwilling to meke up the economic costs to Egypt of the

closure of the Suez Canal.

3. The capability of most of the Middle Eastern States for
sbsorbing economic aid is limited. Only Egypt and Jorden have
urgent and immediate requirements. But Jorden can probebly con-
tinue to obtein any necessary aid from Arab and Western sources.
Algeria, Iraq, and Syrie combined have been using sbout
$20 to $25 wmillion in Soviet economic essistance annuelly, and
they ere unlikely to want or use much more. Algerie hes never had
a foreign currency problem, and no difficulties are likely to
appear unless France, which provides large-scale apsistance, changes

policy drastically. Ireq cut forelgn expenditures to minimize the
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impact of oil revenue losses in 1967, and the Ireql economy cen
remain largely self-supporting as long as oil production is not
seriously reduced by disputes between the government and the oll
company. Syrien foreign earnings, elong with Communist economic
assistance at recent levels, 1s adequate to cover the needs of a

stagnant economy.

4., Egypt's need for foreign aid was growing before the June
war and has, of course, increased @s a result of the wer. Since
the war, Egypt has received $100 million in emergency econcmic aid,
largely from other Arab countries, and under the terms of the
Khartoum agreement Saudi Arabla, Kuwait, and Iibya are to pro-
vide Egypt with $66.5 million per querter so long as the Suez
Canal remains closed. Soviet economlc eid to Egypt will be about
$160 million this year (up from $80 million in 1964 and $140 mil-
lion in 1966). Econcmic aid already received or promlsed from all

gources should cover Egypt's foreign exchenge requirements through
1968,

5. Over the longer term, Egypt will need additionel forelgn
economic aid to prevent economlc stagnation and decline., If the
Suez Capsl remains closed, nearly $200 million a year might be
required; if the Canel is reopened, Egyptian foreign exchange
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earnings would recover end no more than $50-$75 million of foreign
aid would be needed to finence current purchases. Another problem
is Egypt's indebtedness to Western creditors. Unless these debts
are extended, or unless Egypt defaults, debt service will require

an additional $200 million ennually.

6. Military deliveries from the Communicts to Arab consumers
will slmost certainly continue, though their magnitude on a long~
term besis remains uncexrtain. Frobably the Soviets have not yet
decided upon the future scope of such progrems in the new situstion
created by the Arab defeat. In the recent past we egtimate
Communist shipments to Algeria, Egypt, Iraq, and Syria to have
been worth about $135 million ennually. The annuel bills for
such ald, after discounts, have averaged about $95 million.
Because of accelerated deliveries during and immediately after
the June war, the totals for 1967 probably will be some 20 to 30
percent higher. Moscow is supposed to receive $52 million in
1967 and $46 million in 1968 in payment for shipmente mede to
Algeria, Syria, and Iraq in past years. Egypt is not now paying

any instellments on erms purchases.
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7. In short, the Soviets have moved rapidly to replace a
considersble proportion of Arab military equipment and to assist
in supplying the most urgently needed economlc support. But they
have thus far demonstrated considerable caution sbout building up
Arab militery capebilities even to prewar levels, or undertaking
the long-term economic support of the needier Arab States, notably

the UAR.

- 5.

S=-E~C=R=E~T

Approved For Release 2006/11/01 : CIA-RDP79R00967A001200010026-0



